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ABSTRACT 

A study used data from the Employee Benefits Surveys 
conducted by the Bureau of Labor Statistics to examine the influence 
of employer-provided retiree health insurance on retirement 
decisions. The analysis found that most coverage is similar to that 
of active workers but takes Medicare into consideration, and requires 
retiring workers to meet eligibility conditions (length of service). 
Analysis indicates that retiree health plans tend to discourage job 
turnover and delay retirement up to the time a worker meets the 
eligibility requirements of the health plan. Retiree health plans 
encourage retirement after workers have achieved this eligibility. 
The strength of incentives depends on the extent and nature of the 
benefits of the plans. Further analysis using Current Population 
Survey data supported the same findings and also found that the 
eligibility for Medicare benefits affects the retirement decision. 
Conclusions argue that economic and policy studies of the retirement 
decision may have overestimated the effect of pensions by ignoring 
the influence of retiree health insurance. The close economic 
association between pension and retiree health plans suggest that 
both types of benefits influence the timing and rate of retirements. 
(Contains 27 references.) (JB) 
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This issue of Research Dialogues summa- 
rizes a study commissioned by the U.S. 
Department of Health and Human Services to 
examine the effect of employer-sponsored retiree 
health insurance plans on employees' retire- 
ment decisions. The authors of the original 
study and this summary are Robert L. Clark, 
professor and interim dean. College oj 
Management: Linda Shumaker Ghent. 
Ph.D. candidate. Department of Economics: 
and Alvin E. Headen.Jr.. associate professor. 
Department of Economics (all at North 
Carolina State University), 

With comprehensive changes in the U.S. 
health-care insurance system now being con- 
sidered in Washington, study oj the relation- 
ship of health-care coverage to the retirement 
decision is especially timely to educational ad- 
ministrators. Many are already grappling 
with accrual accounting for retiree health-care 
benefits and next year's "uncapping" oj 
mandatory retirement jor tenured faculty. 



Introduction 



Employer-provided retiree health in- 
surance is an important employee 
benefit offered by many public and pri- 
vate employers. The continuation after 
retirement of health-care coverage 
under an employer's plan can help re- 
duce the decline in real income that 
may occur when an older worker leaves 
a career job. Retiree health insurance is 
itself an important source of real in- 
come to many current retirees, improv- 
ing their economic well-being and 
helping to protect them against in- 
creases in health-care costs. 



Incidence of Coverage by 
Retiree Health Insurance 

No single, comprehensive survey ot 
employer-provided retiree health in- 



surance currently exists. 1 Instead, a 
variety of public and private surveys 
must be examined to obtain a detailed 
assessment of the current coverage 
rate. The most representative infor- 
mation on coverage is contained in 
various Employee Benefits Surveys 
(EBS) conducted by the Bureau of 
Labor Sratistics (BLS). 2 In the recent 
EBS, the definition of coverage by re- 
tiree health plans has been limited to 
plans in which the employer pays 
some of the health-care costs; workers 
who are included in plans that require 
retirees to pay the entire cost ot 
health-care premiums are not counted 
in the surveys as having retiree health 
insurance. 1 

The EBS data indicate that a de- 
clining proportion of workers in pri- 
vate establishments with 100 or 
more employees are covered by 
health-insurance plans with retiree 
health-insurance provisions. 1 Table 1 
shows a steady decline in the propor- 
tion of participants in health-care 
plans with retired employee coverage. 
Between 1986 and 1988, the sam- 
pling frame of the EBS was changed to 
include more employers from the ser- 
vice sector of the economy and more 
employers with between 100 and 250 
employees. These changes were re- 
sponsible for half of the reported de- 
cline in coverage between 1986 and 
1988 (see Table 1). 

Based on the sampling frame ot the 
most current survey, the data suggest 
that during the mid-1980s, over 50 
percent of the full-time workers in 
medium and large establishments par- 



ticipating in health plans were covered 
by retiree health-insurance provisions 
in which the employer paid part or all 
of the cost. By the end of the decade, 
this coverage rate had declined to 
about 40 percent. 

It is important to note that the EBS 
cover only employers having health-in- 
surance plans for active emplovees. The 
proportion of the total labor force in 
medium and large establishments cov- 
ered by retiree health plans is even 
lower, since some firms do not offer a 
health plan, and part-time workers are 
less likely to be included in health 
plans. 5 

The EBS also provide information 
on coverage in other segments of the 
economy. In 1990, 15 percent ot work- 
ers participating in health-care plans 
in small private establishments were 
employed by firms that paid at least 
part of the costs of retiree health insur- 
ance. 6 In contrast, among participants 
in health-care plans provided by state 
and local government employers, 58 
percent were covered by retiree health 
insurance in 1990. 

A more detailed examination of the 
1989 EBS of medium and large hrms 
reveals considerable variation in retiree 
coverage throughout the economy (see 
Table 2). For example, the percentage 
of participants in employer-financed 
health* insurance plans that cover re- 
tirees under 65 (who are thus not eligi- 
ble for Medicare) varied widely by- 
occupation, industry, and size ot firm. 
Health-care coverage for retirees under 
65 was available to 42 percent ot profes- 
sional and administrative workers but 
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Table 1 

Percentage of Full-time Participants in Health-Care Plans with 
Coverage after Retirement, Medium and Large Firms, 1985-1989* 

Coverage Provisions 1985 1986 1988^ 1989 

All participants 

Retirees under 65 62% 63% 45% 41% 

(54) 

Retirees 65 and over 51 57 37 36 

(45) 

Professional/administrative 
Retirees under 65 65 68 48 45 

(58) 

Retirees 65 and over 59 63 42 41 

(51) 

Technical/clerical 

Retirees under 65 66 67 46 39 

(53) 

Retirees 65 and over 58 63 42 41 

(47) 

Production/service 

Retirees under 65 59 59 42 39 

(52) 

Retirees 65 and over 45 51 33 33 

(42) 

1 Only plans that require some employer contributions are included as retiree health plans in this 
analysis. The 1985 and 1986 percentages are estimated from published data in Employee Benefits 
in Medium and Large Firms. Bureau of Labor Statistics bulletin nos. 2262 and 2281. Information 
tor 1988 and 1989 is reported in bulletin nos. 2336 and 2363. 

b The sampling frame of the EBS was changed between 1986 and 1988 to include more firms with 
between 100 and 250 employees and more firms in the service sector. Numbers in parentheses 
represent coverage rates for 1988 using the 1986 sampling frame. These data indicate that halt 
of the decline between 1986 and 1988 is attributable to changes in the sampling design. 
Source: Bureau of Labor Statistics, Employee Benefits in Medium and Large Firms, bulletin nos. 
2262, 2281, 2336, and 2363 (Washington, D.C.: Government Printing Office, various years). 



to only 36 percent of technical and cleri- 
cal workers and 3" percent of produc- 
tion and service workers. Coverage rates 
for retirees under 65 declined between 
1988 and 1989 in all occupations. 

Coverage rates by industry also varied 
widely in 1989. The percentage of 
health-care plan participants with cover- 
age for retirees under 65 ranged from a 
low of 19 percent in the service sector 
and 21 percent in construction to 46 
percent in manufacturing and 65 per- 
cent in the transportation/communica- 
tions/utilities sector. 

The EBS data show a close relation- 
ship between a firm's size and its retiree 
health-care coverage. In establishments 
with less than 250 employees, only 15 
percent of participants were covered by 



retiree health-care provisions for those 
under 65. while just over 30 percent of 
those in establishments with 250 to 499 
employees were covered. In contrast, for 
participants in establishments with more 
than 2,500 employees, the coverage rate 
for retirees under 65 was 67 percent. 8 

While coverage rates for many types 
of benefits increase with the size of a 
firm, the magnitude of the difference is 
much greater for retiree health-care 
coverage than for other benefits such as 
pension plans or health-care plans for 
active employees. And the proportion 
of participants in plans with coverage 
for retirees 65 and over is generally 
lower than the proportion in plans 
with coverage for retirees under 65. 
This is true across all the occupation, 



industry, and firm-size categories 
shown in Table 2. 9 

Recent changes in acceptable ac- 
counting practices, as announced in 
the Financial Accounting Standards 
Board Statement, no. 106, have also 
led to a sharp decline in employer- 
sponsored retiree health insurance. The 
changes required firms to recognize the 
liabilities associated with retiree health 
plans, the rapid rise in the cost of health 
insurance, reductions in Medicare re- 
imbursement, and the aging of the 
population. 

In response, employers are attempt- 
ing to reduce their liabilities associated 
with retiree health plans. Some are 
eliminating their retiree health plans, 
while others are shifting costs to re- 
tirees, as described in the next section. 
Still others are considering switching 
to defined-contribution type plans, 
where the employer sets aside a fixed 
amount of funds for the purchase of 
health insurance during retirement. 
These changes are reducing the inci- 
dence of coverage among retirees and 
the value of health insurance for those 
who are covered. 



Characteristics of 
Retiree Health-Care Coverage 

Retiree health insurance is typically 
offered as a part of the health-insurance 
plan or plans covering active workers. 
Generally, retirees are covered under the 
same plans as active workers, with simi- 
lar benefits, taking into account coordi- 
nation with Medicare (see Table 3). In 
1989, 79 percent of workers covered by 
retiree health plans were in plans that 
promised to retirees under 65 the same 
coverage as for current workers; only 1 5 
percent were in plans that reduced cover- 
age for retirees under 65. But this pro- 
portion of covered workers facing 
reductions in the extent of health-care 
coverage at retirement before age 65 in 
1989 was up sharply from the 9 percent 
found in 1988. 

For retirees 65 and older, virtually all 
plans coordinate the payment of retiree 
health-care benefits with Medicare. 
Health-care payments from employer- 
sponsored plans are normally made for 
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Table 2 

Percentage of Full-time Participants in Health-Care Plans with 
Coverage after Retirement, Medium and Large Firms, 
by Occupation, Industry, and Establishment Size 



1988 



1989 





Coverage 


for Retirees 


Coverage for Retin 




Under 65 


Co and over 


Under 65 


65 and 


Occupation 










Professional/administrative 


45% 


39% 






Technical/clerical 


43 


J f 


36 


34 


Production/service 


40 


31 


37 


32 


Industry 










Mining 


58 


59 


43 


47 


Construction 


39 


39 


21 


26 


Manufacturing 


48 


39 


46 


41 


Transportation/communications/ 








utilities 


68 


60 


65 


57 


Wholesale trade 


51 ' 


43 


28 


22 


Retail trade 


20 


n 


27 


20 


Finance/insurancc/real estate 


51 


47 


43 


45 


Services 


23 


18 


19 


15 


Establishment size 










Less than 250 


26 


22 


15 


17 


150-499 


30 


25 


31 


22 


500-999 


41 


33 


34 


29 


1,000-2,499 


47 


39 


43 


38 


2,500 and over 


67 


56 


67 


60 



Note: The 1988 and 1989 values in this table are based on our calculations from EBS data 
tapes that were updated after the oublication of the EBS in Employee Benefits in Medium and 
Large Firms, 1988. and Employee Bnefits in Medium and Large Firms, 1989. bulletin nos. 2336 
and 2S63. The values thus differ slightly from those presented in Table 1 , which are based on 
data published earlier in the BLS bulletins. 



Table 3 

Percentage of Participants in Retiree Health-Care Plans with 
Various Benefit Provisions, Medium and Large Firms 



Provisions 



1988 

Coverage for Retirees 
Under 65 65 and over 



1989 

Coverage for Retirees 
Under 65 65 and over 



Benefit level 
No change in coverage 
Reduced coverage 
Increased coverage 
Not determinable 

Financing 

Retiree pays some 
Retiree pays none 
Not determinable 



89% 
9 
1 
1 



46 
I 



85% 

i 

i 



44 
55 
I 



79% 
15 

() 

6 



52 
45 
3 



72% 
21 
1 

6 



50 
47 
3 



Source: All values are based on published information in Bureau of Labor Statistics bulletins 
reporting findings fr^m the EBS in 19H8 and 1989 (Bureau of Labor Statistics, Employee 
Benefits tn Medium and Large Ftrms, 1 988, and Employee Benejtts in Medium and Large Firms. 
1989. bulletin nos. 2336 and 2V^l 



retirees on a secondary-payer basis so that 
Medicare pays first, thereby reducing 
employer casts and avoiding duplication 
of benefits. 10 In most plans, coverage is 
offered to all qualified retirees regardless 
of age; however, some plans terminate 
coverage at age 65 when the retiree be- 
comes eligible for Medicare. Among ac- 
tive participants in employer-sponsored 
health plans that included retiree health- 
insurance coverage in 19S9, 5 percent to 
10 percent were in plans that discontinue 
coverage at age 65. 11 

Most retiree health-care plans re- 
quire retiring workers to meet various 
eligibility conditions to continue in the 
health-insurance plan after retirement. 
Typical requirements include a mini- 
mum length of service, such as ten 
years, or eligibility to receive benefits 
from the company pension plan. Of 
course, most pension plans require that 
certain age and service standards be 
met before a worker is eligible to re- 
ceive a retirement benefit, Having met 
these requirements, the retiree may 
then become eligible for coverage in 
the employer-sponsored health plan for 
life or until a specified age. 

In the past, retiree health -care bene- 
fit provisions generally remained con- 
stant throughout retirement, 12 More 
recently, however, employers have in- 
troduced cost-sharing and other 
changes in their retiree health plans, 
such as increased deductibles, increased 
coinsurance, reductions in maximum 
benefits, preadmission certification, 
elimination of certain types of cover- 
age, and increased premiums, Table 3 
shows that in 1989, 45 percent of 
workers covered by retiree health plans 
were in plans that did not require any 
payment by retirees under 65, This 
was down sharply from the 53 percent 
reported in 1988. 13 

Shifting of costs from employers to 
retirees is now one of the most impor- 
tant factors associated with retiree 
health insurance. And the cost-shifting 
pattern is expected to continue, 
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Retiree health plans are an integral 
component of employers' compensa- 
tion and personnel practices and poli- 
cies. Participation clearly represents a 
benefit to workers and a cost to em- 
ployers. The plans can be considered as 
a form of deferred compensation, 
which implies that the benefits are 
paid in the future for services per- 
formed today. As a result, the promise 
of benefits to be available during re- 
tirement to current workers can affect 
worker behavior today. The influence 
of retiree health-care plans on retire- 
ment decisions of older workers is ex- 
plored below. 



Joint Coverage — Retiree 
Health-Care and Pension Plans 

In offering future benefits to cur- 
rent workers, both retiree health-in- 
surance plans and pension plans give 
employers the potential to modify 
employee behavior through a series of 
financial incentives. These incentives 
occur because eligibility for future 
benefits and the value of the future 



Second, a worker who is eligible to 
begin receiving pension benefits has an 
alternative source of income and thus is 
more likely to retire. Further, after the 
earliest specified retirement age in the 
defined-benefit plan, workers often 
find that continued employment re- 
duces the lifetime value of pension ben- 
efits, which therefore encourages 
retirement. 18 

Retiree health-care plans have similar 
incentives, as described below. These 
similarities in the incentives associated 
with retiree health and pension plans 
suggest that employers may use both 
plans to achieve specific personnel objec- 
tives, such as reducing job turnover and 
altering the timing of retirement. 

Among the medium and large 
firms in the Employee Benefits 
Surveys, virtually all workers covered 
by retiree health-care plans were also 
covered by a pension plan. In 1 989, 
less than 0.5 percent of all partici- 
pants in health plans that included re- 



A workers decision to retire from a career 
job is influenced by a variety of 
economic, social, health, and personal variables. 



benefits depend on specific employee 
actions during employment. 

There is a considerable literature ex- 
amining the impact of pension plans on 
job turnover 14 and retirement. 13 Two 
primary effects of pension plans have 
been identified. 

First, retirement benefits from de- 
fined-benefit pension plans are typical- 
ly a function of final earnings and 
therefore pay substantially lower total 
benefits to workers who leave before the 
designated retirement age. 16 The re- 
sulting penalty in the value of lifetime 
pension benefits reduces job turnover 
until the worker reaches the age or eli- 
gibility for early pension benefits. p 



tiree health provisions were not 
covered by a pension (in 1988, the 
proportion was 2 percent). Among the 
participants in health plans, 40 per- 
cent were covered by both pension 
and retiree health plans; 50 percent 
were covered by pensions only; and 10 
percent were covered by neither type 
of plan. Statistical examination of the 
joint coverage rates indicates a signif- 
icant positive correlation in the inci- 
dence of these two types of benefit 
plans. 19 

Retiree Health Insurance and 
Retirement Decisions 

Simple Models of Ret in vent Incentives 
A workers decision to retire from a ca- 



reer job is influenced by a variety of 
economic, social, health, and personal 
variables. Economic factors include 
personal wealth at retirement, the 
availability of employer-provided re- 
tirement benefits, Social Security ben- 
efits, and the gain from continued 
employment. 

Retiree health-care plans can alter 
the timing of retirement because of 
their impact on wealth and on the pay- 
off to continued work. Older workers 
whv ie health plan includes retiree cov- 
erage are likely to delay retirement 
until they meet all the eligibility re- 
quirements for retiree health insurance. 
In fact, their incentives to remain on 
the job increase dramatically as they 
come closer to attaining eligibility. 

Consider the case of a worker partici- 
pating in a health-care plan that extends 
coverage to retirees. Assume that this 
plan requires retirees to be receiving a 
pension benefit before becoming eligible 
for retiree health-care coverage. This 
pension plan has an early-retirement 
benefit option that is available to workers 
who have completed thirty years of ser- 
vice at age 55. If a worker retires before 
meeting these conditions, the retirement 
benefit can't begin until age 62. 

What are the economic incentives 
facing a worker at age 52 who began 
working for a firm at age 25? If the 
worker retires at age 52, pension bene- 
fits will not start until age 62, and the 
worker will have no employer-provid- 
ed health insurance between the ages 
of 52 and 62. By working three more 
years, he or she will be able to retire at 
55, begin pension benefits, and con- 
tinue in the employer's health plan. 

Part of the gain from working the 
three additional years is the value ot the 
health insurance between the ages of 55 
and 62. For married older workers in 
plans that cover spouses, the annual 
value of health-insurance coverage 
could be as much as $3,000 to $5,000. 
Thus, the gain in lifetime wealth asso- 
ciated with meeting the eligibility re- 
quirements for retiree health insurance 
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at 55 instead of at 62 would be in ex- 
cess of $20,000. 

Retiree health-care plans associated 
with defined-contribution retirement 
plans prompt a similar pattern of retire- 
ment decision-making. Workers will 
tend to delay retirement under the de- 
fined-contribution pension plan until 
they reach the age or years-of-service re- 
quirements (or a combination of the 
two) that make them eligible for retiree 
health-care benefits. 20 

The strength of the health-plan 
incentive to delay retirement is a func- 
tion of the worker s age and level or 
earnings. As noted, it increases as the 
worker nears the age of eligibility for 
the retiree health-care plan. This oc- 
curs because the value of the insur- 
ance — between ages 55 and 62 in the 
illustration above — remains constant, 
but the number of years of work neces- 
sary to obtain the payoff progressively 
decreases. Since the dollar value of 
health-insurance benefits typically 
does not vary with the level of earn- 
ings, this incentive will tend to be 
more important to low -wage workers 
and, therefore, will influence their be- 
havior to a greater extent.** 1 

After the worker has qualified for 
immediate coverage by retiree health 
insurance, the plan may tend to encour- 
age earlier retirement through a 
"wealth" effect associated with the 
value of the promised health-care ben- 
efits. Since the retiree's wealth is 
greater because of the promised bene- 
fits, the gain from continuing to work 
is substantially reduced. 

Compare two workers: The first 
worker is participating in an employer- 
provided health plan that does not ex- 
tend benefits to retirees. The second is 
participating in a health plan with re- 
tiree health insurance and has already 
met all conditions necessary for imme- 
diate eligibility for retiree health in- 
surance. 

For the uncovered worker, the eco- 
nomic gain from continued employment 
includes cash earnings plus the value or 



The effect of retiree health insurance on 
the timing of retirement is expected 
to be much greater for workers under age 65. 



employer-provided health insurance, and 
any other benefit provided to employees. 
Disposable income from working could 
be compared with that associated with 
retirement, including the income from 
the expected pension. But at retirement, 
this first worker must then provide for 
his or her health insurance needs out of 
retirement income. 

The second worker is also provided 
cash income, health insurance, and other 
benefits by the employer. However, if 
this worker retires, both pension income 
and health-insurance coverage are re- 
ceived from the employer. The difference 
in the value of continued employment is 
the value of the health insurance. The 
second worker will be more likely to re- 
tire because his or her gain from contin- 
ued employment is substantially less 
than the gain from continued employ- 
ment to the first worker. If the identical 
health insurance is provided whether the 
person remains at work or retires, em- 
ployment compensation declines by the 
amount of the value of the health insur- 
ance. Therefore, the second retiree has 
greater real income in retirement be- 
cause of the coverage by the employer- 
sponsored retiree health plan. 

The effect of retiree health insurance 
on the timing of retirement is expected 
to be much greater for workers under 
age 65. Without retiree health insur- 
ance, workers retiring before 65 must 
provide for all their health-care needs. 
Those 65 and older need only worry 
about medical expenses in excess of those 
reimbursed by Medicare. Since pay- 
ments by employer-provided health in- 
surance plans typically are reduced by- 
Medicare payments, the value to the re- 
tiree of the employer-provided insurance 
is lower after age 65. 22 

Our analysis indicates that retiree 
health plans tend to discourage job 



turnover and hence delay retirement up 
to the time a worker meets the eligibili- 
ty requirements of the retiree health 
plan. Employer-sponsored retiree 
health plans also encourage retirement 
after workers have achieved this eligi- 
bility. The strength of these incentives 
depends on the extent and nature of the 
benefits of the health-care plans, in- 
cluding the premiums associated with 
the plans and the level of the plan de- 
ductibles and coinsurance. As noted, it 
also varies with the age and earnings ot 
the worker. The timing of the switch in 
the incentives from delaying retirement 
to encouraging it depends on the eligi- 
bility criteria and the parameters of the 
company pension plans. 

Impact on the Timing of Retirement As a 
further analysis, data from the August 
1988 supplement of the Current 
Population Survey (CPS) of the Census 
Bureau were examined for information 
concerning coverage by retirement 
p.'ans and the impact of these plans on 
the retirement decision. This survey- 
contained a sample of 1 1 ,760 respon- 
dents age 55 or older who were retired 
in 1988. 23 Based on the sample 
weights, these respondents represented 
20.7 million retirees. Because of miss- 
ing values concerning coverage by re- 
tiree health insurance, 134 respondents 
were deleted from the analysis, leaving a 
sample of 1 1,626. 24 

The CPS contains information on 
many individual characteristics, such as 
age, marital status, race, sex, and educa- 
tional attainment. In addition, respon- 
dents identify the number of years 
since they left their last job and give 
information concerning receipt of ben- 
efits from pension and retiree health 
plans. In the CPS, retiree health cover- 
age inrludes those participating in 
plans even if the retiree is required to 
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Our analysis suggests that economic and policy 
studies of the retirement decision may have 
overestimated the effect of pensions by 
ignoring the influence of retiree health insurance. 



pay the full cost of the insurance. 
About a quarter of retirees report that 
their employer-sponsored health cover- 
age will be terminated at age 65. The 
survey also contains information on job 
tenure, company size of last employer, 
industry of employer, and other rele- 
vant worker, firm, and industry charac- 
teristics. Unfortunately, the CPS does 
not contain information on many of 
the key determinants of the timing of 
retirement, including preretirement 
earnings, health status, spouses retire- 
ment status, and level of Social Security 
and pension benefits. 

The CPS data pertain to current 
retirees who were participating in 
employer-sponsored retiree health- 
care plans in 1988. The data indicate 
that 30 percent of retirees were cur- 
rently covered by employer-spon- 
sored retiree health plans. Coverage 
rates were much higher for men (39 
percent) than for women (16 percent), 
for whites (31 percent) than for 
blacks (22 percent), and for unionized 
workers (64 percent) than for 
nonunion workers (41 percent). The 
pattern of coverage by age suggests 
that coverage by this employee bene- 
fit was increasing during the l°70s 
and early 1980s. Forty-three percent 
of retirees 55 to 64 were covered by 
retiree health-care plans, while only 
32 percent of those 65 to 74 and 19 
percent of retirees 75 and over were 
covered. 

The pattern of joint coverage by re- 
tiree health-care and pension plans 
was also apparent in the CPS survey of 
retirees and was confirmed by statisti- 
cal analysis. Twenty-six percent of the 
retirees were covered by both a 
health-care and n pension plan; 16 
percent had only pension benefits; 4 
percent were only covered by retiree 
health plans; and 54 percent were not 
receiving either pension or retiree 
health benefits. 25 

The influence of retiree health in- 
surance on the timing of retirement 
was estimated using an ordered probit 



model with the dependent variable 
being the length of time spent in re- 
tirement. 26 The analysis indicates that 
relative to retirees wit! no employer- 
provided benefit coverage, current re- 
tirees with employer-provided benefits 
retired at older ages. This finding indi- 
cates, at least for the retirees in the 
1988 CPS, that retiree health-care cov- 
erage encouraged older workers to re- 
main on the job until they had 
qualified for immediate eligibility in 
the employer-sponsored retiree health 
plan. 

Coverage by employer-sponsored 
pension plans was also found to have 
delayed retirement among these re- 
tirees. For this analysis, respondents 
were identified as having (1) retiree 
health insurance only; (2) pensions 
only; (3) retiree health insurance and 
pension coverage; and (4) no retire- 
ment benefits. Respondents were sort- 
ed into young retirees (55 to 64) and 
old retirees (65 to 74). The dependent 
variable indicates the number of years 
the person has been retired. 

For both groups of retirees, cover- 
age by retirement benefit plans tended 
to delay retirement. For retirees 55 to 
64, the influence of retiree health in- 
surance on the timing of retirement 
was much greater than that of pension 
coverage. For retirees 65 to 74, the ef- 
fect of retiree health insurance was 
somewhat greater than the pension ef- 
fect. For both age groups, the effect of 
coverage by both forms of retirement 
benefits exceeded the effect of cover- 
age by only one of the benefits. Thus, 
joint coverage by the two retirement 
benefits (health care and pensions) 
does more to alter the timing of retire- 
ment than coverage by only one of the 
benefit plans. 



These results also support the hy- 
pothesis that the influence of retiree 
health insurance depends on whether 
the person is eligible for Medicare 
benefits. The estimated effect of re- 
tiree health insurance on retirement 
timing was greatest among those who 
retired before 65. Thus, the economic 
incentives associated with retiree 
health insurance are greatest for the 
younger retirees. 

Conclusion 

Our analysis suggests that econom- 
ic and policy studies of the retirement 
decision may have overestimated the 
effect of pensions by ignoring the in- 
fluence of retiree health insurance. 
The retirement incentives associated 
with retiree health plans can be quite 
substantial, especially for those con- 
sidering retirement before age 65. 
They tend to encourage employees to 
delay retirement until qualifying for 
immediate coverage by the retiree 
health plan and to retire after that. 

Thus, ignoring the incentives asso- 
ciated with retiree health insurance 
may have biased previous studies of re- 
tirement decisions and resulted in giv- 
ing too much weight to the influence 
of pensions. Data limitations have 
been the primary reason for omitting 
retiree health insurance from retire- 
ment studies until now. The new 
Health and Retirement Survey funded 
by the National Institute on Aging 
should remedy this problem by pro- 
viding information Loth on pensions 
and on retiree health insurance. 27 
Future studies can then directly exam- 
ine the relative importance of these 
two types of benefits. 

The close economic association be- 
tween pension and retiree health plans 
suggests that both types of benefits in- 
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fluence the timing and rate of em- 
ployee retirements. Public policies 
and changes in personnel and account- 
ing practices that affect one of these 
benefits may result in corresponding 
changes in the other. Employers can 
use both benefit plans to complement 
or offset shifts in government policies 
aimed at altering retirement patterns, 
as well as to help achieve specific, in- 
stitutionally related personnel objec- 
tives.Q 
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